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The analysie of the credit function during the transition pericd from cepitalism
to socialism is one of the essentisl parts of the Marxist-Ieninist theory of tihe socialist
revolution.

Analyzing the materia) and organizational prerequisites of so:ielism emerging in
the course of growth of the capitalist society, Marx points out the role af banks in
the creation of a form of bookkeeping for a society, ard he also notes the colossal
power of centrel banks over industry and commerce.

Capitalist credit realizes, on a gigantic scals, the collectivization of
produciion un ibe busis of privete owmershbip, subsrdirating ithe productive powers of
a socliety to s few exploiters and the social wealth to the owners of capital.

On the stremgih of such concentration, the credit system, said Marx, will serve as
a powerful lever for the transition to socislism; 1t will becom> one of the elements
of this great tramaformation along with the basic changes in the very methods 'of
production.

V. I. Lenin, on the basis of his analysis cf the newv role of panks in the epoch
of imperialiss, dsveloped and gave concrete meaning to the temchings of Marx concerning
the role of banks in the socialist revolution and in the construction of socialist
society. "Withrat large-scale banking, socislism would be unrealizable,” be said.

It 1s necesaary "to take this excelient apparstus given birth to in capitalism, apd
remake it on an even larger scalz, even more democratic, even more universal. Differences
in quantity will become differences iu guality. A single state bank on the largest

scale, with bronches in every velost' and in every factory, is already nine tenths a
socislist mechanfism. It would constiunie all-state bookkeeping, all-state accounting

of the mmmisciwe asd disiribuiion of woods. It would be, s0,i0 speak, someibing iu

the nature of » framework for ihe socialist society.”
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. Tn his "Theses on Banking Policies" writien in Merch and April 1918, Lenin
perticularized the problem of the vtranaformation of benks into s upified apparatus
for accountirg end regulating the socialistically organized 1ife of the whole nation."

In particular, this vrobler included the custcdy by the benk of all the money of
the people except that needed for direct comsumpiioa, for establishmeni and developuent
of free checking accounts, for preservation and strengthening of conirol over the issue
of money from the bank, and for creation of & dispersed and appropriately arranged
netvork of People’s Banks throughout the whele couatry. The concentration of All
monetesy transactions in the bank would place powarful supplementary sources of funds
tor support of the natiomalized enterprises {ato the hapds of the soclalist state, place
the yet surviving capivaliosie enterprises under control end in subordination to
state regulsiion =and meke it possible to regulate the grovth of the cooperative small-
scale commodity economy and to direct the economic life of the country in the interesis

of socialiism.

Jenin’s observetion on the full use of the banking apperstus for the accounting
and control of production and digtribution is real’zed ir the Soviet credit systen.

The poseibilities Cor such semployment of the banking system are dependeant upon
the copcentration in the bank and the flow through tffs bark of the monetary trensactions

of soclalist enterprizes and orgsalzations.

For handling monetary transactions of entervriges and organizations tarough the
banking system, the state uses credit traneactione betveen the bank axd enteryrises.
In a capitalist economy, tae separation of capital ownershin from the functioning of
capiial proceeds on & credit basis. This facilitates the migration of cayital from
opne branch of the ecopomy to anotuer und speeds up the turnover of goods. In the Soviet
asomems  the erradit form 1n state enterprise relations resulte not from ¢he relatiocns
of ownership but from the organization of the economy on the principie oI cost

accounting.

rarily liberasted in the turnover of enter-
prises, for all-state requirements 1s permissible ander the condition that this capital
ts readily avallable to the enterprises for the fulfiliment of their production plans,
i.e., on a credit basis. It 18 on thie basis ‘hat the functions of the State Bank of .
the U3SR develop -- as the accounting and cash center of the Soviet economy and as the
sole source of short-term credit for production and distribution activities.

The employment of money capital, tempo

Enterprises and economic organizationg, sdministrative orgens, various elements

of the financial system, and public and cooperative organizations ure all obliged by
lav to hold their free fuuds ir current accounts and in clearing accounts in the

Steta Rank. The balances in these accounts ip the bank constitute the obligations of
the bank to an enterprise (the owner of the account) for payment to the entorpsise o,
¢ its order, for payment of expenses associsted with the performance of its functions.

Payments between enterprises and organizations are hardled oy a tranzfer of
fundi from the account of one to the other. The turnover in juct the clearing accounts e
of economlc organizetions had in 1938 already amounted to 682 billion rublee. -
Fnterprises and organizations are obliged to turn over tc the State Bank any money
vhich they receive. Thesc deposits ere credited to the accouvats of the depositing
organization. Om the other havrd, enterprises receive cash for payments to employees
and lahorers from fuuds of the bank. These payments are deducted from their current
or clearing accounts. 7Thus, the turnover ir the ac-ounts in the bank reflects (1) pay-
mente among economic organizations attendant to the flov of products; (2) the formation
of sccumulations and the disposition of these through the state budgst and within
the braaches of the econcmy; and (3) the paysent of vages to workers and ewrployees
and the disposition of these incomes in payment for goods and services. The very
prmainilitian for the trmnsormation of the State Bank into a central accountant for the

socialist soclety are indeed crseted by this srrangement.
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Yandling the paymsnts betwmer snterprises, the State Bank Cuntrols +hese paymenté,
and orgenizes the accounte Ajpropristely. .

A resolution of the (ouxedl of Feople s Commissars of 1k Jarmery 1931 established
the following forms qf accounts - alceptance sccounte {aktgapt ), the pregiominant form;
accredited accounts akkreditiv); and the speclal accouats {osobyy schét).

Accounts based on the principle of clearing ‘balancing of mutua) obligetions) and
various types of spacial accounts combindng basic typee in accordance with special
requirements of various branches of the econony receive wide, though $till izsufficient,
employment in the opezrition of the State Bank.

A sound system of accounts should gusrantee a possibly more complete and immedqiate
payment from yurchasers receiving gonds from suppliers. Control by purchasers over the
fulfillment of contracts bv suppliers Lz alsc an important element ir the sound
orgenization of scxsunts. Tos system of acsounte zust bz simple; transactious wust proceed
rapidly, not requiring on ertended immovilization of important quaniities of capital.
These problems are solved varfously in the dirferent active forms of accounts.

Acceptance accounts encompasz the great body of payments cof economic organizations
for goods and services, and by 1938 had alrendy attained a tota) sum of 229 billjon rutles.
Thess accounts are handled ag follows: the supplier, despatching geods to & purchaser,
simltaneously sends him & bdEll of exchange thrcough the State Bank. The purchaser, 1if
he discovers a discrepancy between the bill of exchange and the contract agreement,
mey »efuse %o pay for the gonds ("desline acceptance”); 1n this casze the suppiler then
must divert the goods to some other buyer. If however, acceptance i3 not declined in
an established period of {ime, the bank transfars the amount of the pavment from the
clesring account ¢f the purchaser to the account of the supplier.

At the dete of ypayment by the payer, the tunds in tne clesring accounty may
be founu insufficient. In:this csee, the bills are hald in the bank end are met from
the succeeding dsposits of the purchaser. 1If several unpaid demande are presented
againsi an enterprise, payment in made by the bank from succeeding deposite im order
of priority. However, wage payments onjoy £irst right of payment, then the periodicel R
payments to the People ‘s Commissariet cf Finance and the State Bank, and only then
the payments to suppliere. The acceptance furm of accounts guarsntees control by
the purchaser over contract fulfillment by the supplier snd control by the State Bank
over the employment cf paymsnts in the order of their sconcmic importarce and priority,
i.e., of those funds in the account or an enterprise or which are depo:ited in

this account. .

The accredited form of accounts 1s handled as follows: <the amount of the payment
is tronsferred by the purchaser into the department of the bank servirg the supplier
 before the shipment of goode is made. After chipment 12is amount is entered in itbe
accornt of tbe supplier. In this scheme the payment of tne buysr to the seller 1s
unconditionally guaranteed. However, tbis form @f account canrot receive wide use,
eince 1t 1imits tiue Luyer‘s freedom cf action. The volume of sucd transactions in
1938 was sabout 12 biliion rubles. Acvuelly this scheme i used only in apecial
circumstances: 1n a supply situation vhich requires timely payment, and also upon
the demand of the auppliers im tranzactions with unreliable debtors.

Special accounts are devised on a principie similar to that of the accredited
account. The only difference is that funds in a special account mr v he employed for

payments to several suprliers in one locality.

Tt is a feature Of all of the forme of accounts that the State Bank is drawn into
the fuaction of not only time control over the paymentr of a bill of exchange tut also,
in large measure, over the nature of the transsction lying behind the payment. It is
contrary to the principles of financial organization of economic orgaus, a.d therefore
prohibited by law, for one enterprise to give funds or goods to another un credit. The
pbanx nandiing the accounts shouid ascertaln whether a businees Lréwisaciion l2zs at ke
basis of a payment, vhether +his transsction 15 appropriate to the operations of the
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enterprises, and in particular, vhethaf or not some illegal form of advance psyment - )
{8 involved, drawvn from funds for capital construction (which ~1e not paid from the
clesring sccounts) - from some other scurce, ete.

Tasrefore, bills of exchange do not posaess the sbstract, irrssponsihle
character inherent in the checks of promfssory notes in cinitaliat pratt ¥, but
rather are directly tied sm with definite transactions in goods and bear witness %o
the sctual transfer of goods frcm the supplier to the purchaser.

Accounts not coutrolled by the bank and handled with vapstrect documents” (chiecks
for local payments, drafts, etc.) have only a comparstively minor place in internal
payments handled through the bank.

Clearing sccounting, based on cancellation of matusl obligations of sconomic

orgonization, cccupies an especially important place in the accounting system. The
pont developed form of suck clearizg in our practice takes place thwough the Buresus
of Mutual Accounting {(BVR). Such bureaus are usually organized at the branch lsvel,

but also emvrace ceriain enterprises of othwr branches ir cases fnvolving mutual
supply, or vhere products in course of manufature succeseively pass through a series of
enterprises. For exemple, assume that In the textile induatry, catton of one million
rubles' value eaters & spinning mill from the supply organization; yarn goes to the
weaving mill, whereupon ite value is ncw 1.5 million rubles; the finishing mill pars

. the weaving mill 2 milldon rubles for its share of the processing; and the marketing
orgarizetions pay 2.5 million rvbles to the finfshing mill. In plsce of a turaover
betzeen these enterprises of 7 million rubles, by meaus of cancellation of payments,

the following takes place (ie rubles):

AITET QEGUCUIUR UL wusl ib uwoe e weavalg
mill, t.e., 2.5 million minus 2 million 500,0C0

Iimishing mill receives the following paymeit

Weaving mill -- after &eduction of dcbi to the
spinning mill, 1.e., 2 million mimus 1.5 million 500,000
Spinning mill -- after deduction of de’t to
supplisr, f.e., 1.5 utllion minus 1 miilion 500,900
Markete: pays the cost of the cotton to )
the suppliar 1,600,000
2,500,000

Total payments ammouni to:
Accoustinmg im this cass 1s handled nmot omly without uaing cash, bul also in
largs measure vithout the trapafer of funds from ome ascount to another in the 3tate
Bank, simply by balancing mutaal obligations within u definite circle of enterprises.
Thts sy2eds up and reduces the cost of accounting anmd also libaratss coneddarable
mopetary resources from the sphere of payment turnover.

on of working capitel for economic organizations, for

banking credit, and for the organization of sccountinug are all comstructed om a single
principle. iThis principle states that working capital must be given to entarprises and

economic organizatioms omly within the 1imtts set by the plan, and extra-plan exyenditures
of thase mes s im the process of trumsfex of goods between enterprizes should mot be

permiited.

Schemee for the formati
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the ecunomic. organizations to fulfill the

d rate of turnover of materials. Fulfillment
of thece tasks 4s necessery so that the enterprises will have guffictent capital for
pormal production sctivities. But such a system also impiles the following difficulty:
a breaXxdown ir plsunad operatioens leads to financial difficultles, and these are firat
manifested in the inabllity to pey off obligations to suppliers within the reguired
time period. An enterprise not paying for the goods supplied to it ig in effect drawing
uwpon the resources of ite suppliers for its owm tuxnover, ip spite of the plan. t8

g result, the suppliers in turn experience firancial difficulties and will e uuable

to meet their own cbligations.

Such a financial arrangement. compels
tssks of the plan for yroduction coets an

Such putual indsbtedness bresks down both the cost-acecuntability system and
finance-plasning discipline. Under conditions extant in our country, suppliers are
often not ectually able to take adventage of the rights given them to shut cff shipments
to enterprises which vioclate payment discipline. Accounting practice aoces not yet
make it possible to prevent shifting the burden of finaxclal fatlure of individual
entarprises onto the whole range of enterprises and orgenizaticns associated vith
them. Also lacking is sufficlent motivation compelling entaryrises and the main
adniristretions and commissarisis directing them to search out internal resourcas
and rapidly liguidate the resagons for tipsncial difficulties which lesd to & ztoppage
of peymsnts. Although failures to make payment are insignificant in comparison to
total turnover in our economy, they still disorganize the cogt-accounting mechanism
for the regulstion of the volume of working capital ia int1vidusl parts of the sconomy.
The furtber isprovement of the accounting system and in perticular a more active role
of bask credit and the action cf main administrations and commigsariats to localize
payment failuras can appreciably raise utility of working capital in operating organizations
axd slso yleid marked results in speeding up the turnover and improving the utilization

s cmheeada? amdl -
O SaAsrasl ood momatewy wesources.

The chief function of the State Bank, in the fulfiliment of which bankinmg contrel
over production and exchange 14 realized, 8 the extemsion of credit to enterprises and
economic organizations. The lcan of capital by the State Bank to enterprises and
organizations, to be returped at a specified time, in itself cveates the basie for
control by the ruble over production and exchange. The turnover of money capital
{6 an essertial part of the total turnover of every enterprise. Money capitel advanced
by tbe bauk into the operations of an enterprise can be retw.ned tc the bank without
Aisruption of the uormal wrodockion activities of an anterprise only to the degree of
completion of the cvcle of preduction and axchaige snd of retranstormation cf the
advanced capital from a csmmodity form into & money form. Definite time limite for the re-
turn of loans, establighed Ly the bank in accordance with the planned. periocds of capital
turnover in specified atages of production and exchange, are & factor of control over
4%z ctasrvation of theae turnover periods.

Cwmmar

The neel for comtrol by the ruble 18 \ae guiding factor in the esteblishment of
concreie regulations for the extersion of credit. Therefore, thege forms of credit are
daviged fundamentally in accordgwce with the specisl characteristics of capital 4urnover

in different f£ields of economic sctivity.

Capitel necessary for production and exchange of goods 1s partially edvarced to
enterprises as credit, and is added to the working capital alreedy held by the enterprises.
More than kO percent of the wvorking capital of the baaic brunches of the nationsl economy

Benk credit 43 issued for purposce strictly separated from

congists of br -k credit.
the uses to which an eaiarprise's own working capital is put. Only the State Bank

possesges the right to issue credit to enterprises.

This credit system was deviged in 1320 apd 1531 as s result of the introduction
of a credit reform vhich organized the issuarce of credit in tbe economy in conformity
with the development of the gocinlist sconomy and the degree of materisl end financial

plagsing I= connomie ormanizations whick ha? been attained by that time.
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In the veconstruction period, the state was already planning the basic outlines
of a transition to cost accounting for enterprises. Industrialization, which demsnded
the mobilization of all internal remourzes of our econormy, required the development
of new, bigher levels in both materisl and financial plamning.

In the industrialization peiriod, the financial pians of branches of the economy
were: already allowing for the requirements of vericus enterprises for financial re-
souries snd had designated the sources of these funds, vhile the state budget was the
basic machine for mebilizing the accumulations of the economy and dletributing them
in sccordance with the needs of socialist reconstruction. Concurrently, however, the
Planning and financing of working cepital for enterprises smd the extensicn of credit

in the economy bove fallen behind the degree of planning ettained. During the period
of ipdustrislizavion, & system of commerciai credit developed alongside the system

of planred distribution of working capital to enterprises in accordance with their
procuztion plans. 'The zconomic organizations exchanged goods and services on & credit
bssis. This led to an unplerned redistrivuticn of working capital. Methods in use
at that time for planning the release of goods on credit could not arrest this
eapital redistribution. A large part of the banking credit loans in the form of &
dircount of notes vus issued to cnterprises for the replenishment of copital which

A they themselves had given to their customers by surrendering goods on credit. The
banks, therefore, vere not directly sssoclated with the enterprises actuslly using
the loaned capital, and thus were unable to effectively implement control by the
ruble over production and exchange. In the working capital of the enterprises, there
was ne clear distinction between owned end borrowed capital; the vclume of capital
tied up in en enterprise depended not only on the reswlts cf its producstion activitiss,
but also on its commerzial transactiona with purchasers and suppliers zad upon the
stats of its accounts, the latter often being determined by the market situation for
goods. The interest of the snterprise in the rasults of 1ts manufacturing activities,

in 1lowarine nrodnetion ranta. and in @vwadine un tha +ewnarce AP randtel wmas  veakanod

in the seme way.

In 1930 and 1931, ae a re2ault of a series of government decrees, a srystem for
sxtension of credit was estsoliishad,

The issuance of commerciel credit wee wrohibited and was replaced by direct bank
credi’. Basic forms of accounting based ~r nrinciples of rapid payment for goods by
purchasers, of hardling peyments through th» bank, and of control by the bank over
payments were cstablished. Enterprises were allctted their own working capital with-
in the limits of rormal balances of goods. "Objects" of bank‘'ng credit were specified,
and the bank began to extend credit directly for the procegses o? produztion and
exchange, and by meane of the time periods established was able to influence the rate
of production and exchange of the goods for which the credit was extended. Finally,
measures concentrating ali chort-term credit functions into the State Bank ware carried

to complietion.

114dal.r ovwand .

vrmvbhaloe epraud

The State Bank iz ot present = cemtrelly directed but, nevertheless, widely

- out system, with more than 3,000 sections, directly associated with all statc and

‘cooperative enterprises and organizations through either credit cr cash accounting
activities. ’

Such decentralized organizational structure facilitates the planned manipulation
of atate rescurces ané brings bank contkol by the ruble %o every emterprise. By 1939,
bank credit issusd to the economy had grown to L% billion rubles. In all, the capital
turnover of the State Bank for 1938 amounted to 475 billion rubles.

CORFIDERTIAL
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.. Tor trading organizatiuns must be covered by their own capital.

axtreasly impertant branches therefore remained almost completely ocutaide bark coutrol
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The ‘w.‘:.mces £ debts owed to the State Bank were distributed as follows B

Heavy industry a.nd machine building
Light fndugtry

Food,

Timber

Trade 1.
Commisgariats of agriculture and scvkhozes
Narkomzag and others

Wb o 3
B R TR VRGN,

State Bank loang are issued to ecomomic organizations for specific, cconcrete -
expendituras hich are necessary for fulfi{llment »f assignments but which are not
pert of those expenditure ftems for which the organization has been allotted its
own working capital. In distinetion from the capitsl which organizations recetve
through budget eppropriations, benk credit is characterized by its short-term natuze
end the necessity for jte returz, and should be secured by definite material goods.

Bank credit 1s extended (1} to provide supplies of a sessonsl nature and (2)
to cover semsonal expenses of proeduction.

The seasonal variation of expenses in produ.tion 1s caused first by the nature

<f egricaltural work. Investments in the operations of sovkhozes gradually increase
during ield work and ere returned in a meney form during the scle of the product
aceording ¢t~ the amount of crop harvested. ' Procassing of agricultural ravw mat.rials
in many cases also has & seas~mal character becsuse = *he problem of preservation
{a.g., the proceesing of sugar beets). Beasouai storsa of produck consumed gradually

through the year are formed in those branchkee in waich processing is carried on through-
out the vear (e.n.. in the cotton industrv). Also. lumverine cverations have a asasonal
nature, as does the accumulation of reserves of rawv materials or of finished products

in the ravigation seaccn, etc.

In all these ceses, enterprise requiremesnts for vorking capitel vary esharply
warcughovt the year. Allocation of their own working capital to such enterprises
in accordance with their peak requirements would cause immob2lizat’on of capital
for the greater jart of the year. Discrepancies in production costs and the formation
of superfluses reserves would not shov in the financiel eltuation ~f an enterprise,
and interest in the economical us: of stave capital would ve destroyed. Therefore,
immedinie .y efter the credit reform, it was decresed that seasonal recuirsments of

enterprisges were to be covered by benk ersdis.

Certain nonsessonal costs are the next items for which credit ig issued, althcugh
taey are partislly covered by an organization’s own capital. Thug, for excwple, -
costs in the merchandicing sector are not, as a ruls; raxdursd in ¢~ . or that pertod
of the year. HNounetheless, “o enhance state controi over t.  rate ot goods turnover,
it was established that gocds stores of merchediring organiziticpe must be paid for
through bank eredit, to the extent of TC percent of tne wulue for atate-produced
conmoditiee and to 85 percent for cooperative commodities. The balance of investment

Produetion in the majority cf heavy industry branches is nonseasoncl. These

for s long time. Begirming in 1939, however, s series of loana martially covering
production corts in heavy industry wes gradually intrnduced, by mecne ¢f vhich hank
eredit, in a defirite ratio to an enterprise’s own working capital, shared in the

erpenditures. These loens werz extended for the planned period of capital turmover

in the production prucesses financed.

The réul significance of advencing ce epital on credit 1s that it imposes accounting
ontc the parties of u contract agreerent.
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During the movemeni of goeds from the manufacturar to consumers, the gocds
are withirswn from the turncver of both the producer and the purchaser, and are not
involved in production turrover. ¢7ich outleys of an eaterprise’s capital into the
exchange process, and also ouvlays attendant tc the ifmmobilizaticn of capitel 1a
transit ere, es & rule, covered by lcans of the State Bank.

In acecordance with the bvasic foxrm of accouuts -- the acceptance form -- establighed
during the credit reform, eu enterprise dispatching goods may receive payment only
after (1) the bills of exchange are received by the purchaser, {2) payment is
arranged with the purchaser, and {3) documents for the to*al sam that was removed from
his seeount are received im the section of the State Bank serving the supplier.

’

This precedure consumes 20, 30, or more days, for the duration of which the
workirg eapital of the enterprise is reduced. The bank therefore extends a loan %o
the enterprise for this period {ealled "icans on capitsl im transit”).

In mony cases, the State Bark, finarcing goods or reserves of rav materlels and
other stores, extends the loan directly to the suppliexr us payment. Credit for the
Pormation of reserves is in thls instance placed into the supplier's account, thug
providing payment independent of possible accidental cash shnortages on the payer's

-

Further, credit may be extended for various requirements unanticipated by the

plan 1f the requirements sre ceused by production above the plan or by circumstances
beyond eontrol of the enterprise, e.g., irregularity of skipmentis by euppliers, transport
dif?iculties, ete. In these cases the State Bank entends loans for the duration of the

+ie-vp (called "loans on temporary requirements").

Piasliz  4nddeidnel | anecdal tynas of rredit for production needs are handled by
the bank, e.g., loans to industrial cooperailvas artels for the organization of
ecmmodity produetion, loans to kolkhozes to fimance their activities, etc.

The scheme for the extencio. and repayment of losns is adapted to the nature of
working c&pital required in the organizationb. It 1s precisely due to this that the
Stete Bank achievee control by the ruble over production aud exchange of goods. Accord-
ingly, for different types of losns, different systems of accreditation are estatlished.

Ioans for seasonal stores are extended in amounts sufficient for the actual formation
of the given produce within the limits set by the plan. o

On the basis cf plans for the formation and utilization of stasonsl stores, credit
1imits are establisbed by the directorate of the State Benk and are cocmmunicated %o
thees offices and ssctionn of the bank that serve the financed enterprises. This
1init specifies the maximm amcunt of credit and the repayment pericd for each enter-
prise, and seperately for each credit purpose. Thus, for example, separate limits
are set for a textile factory as regards rav cotton, fuvel (1f 1t is of a seusonal
natwe, like pent), ete. Credit limits are in this way ‘vased upon noneverage require-
ments for definize types of materials and nct upon the total finencial position of the

financed enterprise.

. Within thesz limits, s section of the bank extends lcans direct to a glven enter-
prise specifically for the formatiou of reserves of the goods and for the duraticn of
their planned turnmover. Thus, for example, if the delivery of raw materials {u the
fowitk quarter shouid amount to 6 »illion rubles (this material to be used up iu the
£irst quarter of the next year), but actually only 4 million rubles’ worth of raw
materials is received by September, the: the State Bonk issues a loan fer i million
rubles with tue period of liguidetion extiending from Jenaary to March. It is possible
that supplies so purchased will be used up faster thar enticipated so that by
Deceuber only 3 million rubles’ worth remains. Thus, capital’is liberated at the
enterp.iss 45 tho omoumt of ¢me willinn rwbles. The State Renk, having establiehed
that the collateral (ihe stock of reor widarials) behind the lnan is inadequate,

. claims one millicn rubles ismediately, in this way withdrawing superfluous capital from

+he handa of the enterprise.
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resence of collateral (4x the form of materials) does not indicate
that a loan must correspond to the amount of the collateral. However, specific

economie processes, anticipated vy the plea, must stand behind every loan issued.

for stores of seasonal raw muterials should cover ilat excess accumlstion .

Thus, loans ¥
formed ag a result of shijuments in excess of current requirements for fulfiliment

of the production program.

The mere p

If the excess reserves are formed becanse production is lagging behind plan,
the bank does not automaticelly cover the Pipencial deficit resulting. For extending
credit on sessonel production, 1t is usual for the credit to be adapted to separate
steges of the production process, on the vasis of which cortrol by the ruble 1is
eateblished over processing periods and cost of operations. Thus, credits to
govkhozes for expenditures in field work are conducted separately, according to the
type of work enviseged, i.e., expenses in oreparation for spring scwing, actual
powing, harvesting, etc. Credit 1s issued on esch phase according to the actual
yolume of work and its plenned cost, by meaus of which the bark quulitotively controls
the sxecution of the operations. It 1s due to this that the tank ies not obliged

to cover payments in exceca of {the planned cost of production.

Credit for other seasopal producticn activities (e.g., Lumbering

) s bhandled ir
exactly the same way. .

In many cases, 3 whole cycle of production processes and exchange is bandled by
ank cradit. For exzample, the expenditures ot sovkhozes for producticn of agricultural
rav msterials ure covered by bank credit. During huxvesting of the crop, {the astorags
organization recaives & loan from the bunk fox storing the produce, and this is used
by the storage organization to settle its paywents with the sovkhoz. These payments
are then used by the sovkboz to liquidate its dabt. An entergrise processing the

....... 1 metarinln.

ruv materisl ie in turn given credit on tue BIrengrn vl iis swuse UL
and ths loams given to the storage organizetion sre liquidated from these payments.
Benk loans in this way move from one organizaticn to enother according to the amournt
of gocds transferred in the procduction and exchange processes. In <hose branches of
the 1light ccmrmodity and food industriea that procesa agricultursl raw materisls, the
rete of progress of products in succesaive processing operations through the various
euterprises 1s under the constent control of the State Bank, to the extent that the
nsceselsy of liguidsting loans in a dafinite period compels the enterprises to forwerd

products to the buyer by the terminstica of the period.

The extension of credi: for turmover to merchandising crganiz.iicas 1g witiout
1imit. The amount of credit is detcrmined by the volume of goods hapdled. A% ihe
same time, the bank realizes ccntrol crer sboervation of the tlanned periods for ‘the
esle of goods and over thr state of the trading organizuvions' own vorking capital,

sharze in the payment for 20od6 .

controlling the degree to which thig working capital shares &

ing of credit for perchandising and for production

reserves is set up primarily because of the great varlatics ia the volume of goods
turnover, whereas the scale of sbipments of seasonal rid materisle to industrisl
enterprises can be more o less “ully anticipated by the ylan, and serves as & basis
for estaplishirg credit limits. Credits are extended for actual amounts of goods
ghipped to purchasers without any aort of limitation (so-called "shipping cradit”).
Bi1ls are submitted to the bank by the seller for presentatior to the purchaser,

the bank claiming parment from vhe purchaser and upon roliention transferring the paid
s to the account of tue suppliler. Unti). the payment arrives, the section of the
State Bank serving the supplier gives him n loan for the value of the shipment. The
loan is given after receipt of ths shipping documents and for a period compriring
average posiel delivery time %o the buyer end back and a period for verification and
paykent of th: bills of exchange by the buyer. The State Bank advances capital for
all turnover payments withir the socielized sector of the econcty through this "ghipping
credit.” The bank i thus integrated +ith all branches and enterprisres and is ahle

to control the shipment pe.dods cf CIN1GNEGR PLOGUL ¥ o

gnch a difference in the handl
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The sowunt of credit which the bank may extend to the economy for a certain
pertod of -time {a quarter, s year, stc.) depeads (1) on the growth of its resources
and (2) on the total payments coming irto the bank for that same pericd An
l4{quidation cf vreviously iesued loans.

& rise in the total indebtedness of the ecopomy to the bank demands a corresponding
increase of bank resouvces ard vice-versas. '

Chapges in the balance of indebtedness of wvarious branches of the economy in
variovs forms of loans and regour<es and the sowces of these funds for the future period
are shown in the credit plan of the State Benk, shick 1s approved for each guarter by
the Council of People's Commissers of the USSR. This plan 15 a concrete directive
determining the course of State Benk operations.

A8 & rule, the credit plan expects an increase in tha bank's r‘escurcea and
corresponding allocations of this capital ircrement in the credit cperaticns of the bank.

As & result of the seasonal varistion of an important pait of tue banking credits,
loags of the State Bank to individual branches of the economy increase in ope pericd
ard are. reduced in epother. Beuk cradit withdrawn from onme branch of the economy is
used for ertension of credit to others. For example, duriig the grain bervast hank
cagh repources which are increased by repayments of the sovkhozes are vged oz extending
credit to storage orgauizations. ’

Sometines, indeed, the resources of the State 3Bank and the credit ertended to the

eccnosy may be considered to have changed piaces. Az a result of the liquidation of
SEILIET LSGi SWpaenimg W ibsuc UL oW UDES, & CONGLMCTION OF CLOMLT TAK:: ‘piace wnich

-makes additional capitsl available tc the bank. A reduction in deposits may eccompany
this influx or cepital from credit operatiocns, in consequexuce of partial utilization
by econcilc orgarizations of their cash reserwes.

*Atiracted” capital occupies s Jundemental position in the structure of the resources
of the State Bank. '

In Chepter I we showed tnat in the operations of every enterprise money funds which
funection as cash reserves providing for gucceed.ng payments are constantiy belng libereted.
Suck liberation of funde into cash reserves occurs during distridpution of eccumlations
through the financiel system, i1n the turmover of kolkhozns ; etc. Theea money receipts
that a1l organizatione bave as a result of several economic and organizational reesons

my not immediately he dishursed in payments.

Payments for rav materials and wages do not coincide with the receipt of funds;
Paments for equipment and construction materials may mot correspend to the receipt of
subsidies frow the budget; finally, taxes chenneled into the budget cannot be ir-edintely
allocated and distributed by budget procedures. Alzo, in view of the turmover of pay-
ment, emowinlug to sundreds ond thousands of billiome of rubles, important svms estimated
at tens of billions of rubles are temporarily immobilized in the channsls of paymeat.

Tn the Soviet econrmy, the full sccumulation of thege womey resuurces is aclideved
by the State Bank.

fince payments within the socislized sector of the economy are handled by deducting
suma from the accouny of one enterprise or organization and plucing them in the acccunt of
another, and since enterprises are obliged to place cash profits in their accounts , the
great body of money resources accruing from the turnover of enterprises and crgunicss?ong
is found In accounts in the Stats Bank.
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This momey capital, the cush reserves of enterpriges, circulates in the turnover
of payments, woving from the account of one enterprise to that of snmother. The rate
of twuover of capltal in acceptance accounts averaged 4 days before the war. The
fuwis of euch individuel enterprise constantly vary. In contrest,; the total capital
in cwrrent and acceptance accounts is remarknbly stable. It is due to this stability
that the State Bank i¢ ensbled to make short-term loans to enterprises and orgapizations,
vhile guaranteeing each depositor the use of his account for his own payments.

The realization of payments within the socislized sector of the economy, through
transfers in the accounts in the bank, permits meximum acciummilation by the bénk of money
resources liherated in the economy. On the other hand, the condi*ioms of nommonetary
turnover introduce a series of leleys im the proces: of this accimmlation; which are
extremely important in credit plerning and which incresse the importance of the credit
2180 in natlonel economic and fimancisl planning.

Indeed, under the conditions of momey turnover, lcans snd peyments from deposits
corld be made by the bank only from cash funds already in the bank and from the lig-
uifation of previously imsued lvans, or from the mopey placed in circulation by the
bank., The growth of the amouni of credit (the growth of sssets) obvioucly wouid depend
on the ettraction of additional bank deposits and ou the voiume of bank notes isgued.

Tk tasks of the Stete Baik in regulating zredit in such a situstion would be (1)
to search out and reslize every possibility of wost completely drawing the money rasources
of the economy into the hunds of the hank and (2) to rationally distribute those resources
that 40 cone in. With nommonetary turnover, bowsver, this dependence is reduced, while
the vroblens of credit pianning are complicated. For payments between enterprises and
ovganizations, the deduction of a sum from the account of oae organization for payment
to that of ancther siguifies that the obligation of the bank to cne account 1s carrled
rar 'h:v hank antriaa ©+n the anthar.  The hank nntv—:: ahering the tranafar af hank dabts
from ope enterprise to ancther, effects payments between enterprises and organizstions
and therefure serves as the means »f payment in the accounting between enterprizes and
organizatiors.

Speaking of the replacement of money peyments by bank accounting, Marx noted tat “this
simple method of exchanging money can replace rezl money exchenge only if debt demands
are equalized."” !

In the Soviet ecoromy ail ernterprises and organizations hold their capital in
accounts in the State Bank and take care of their reciprocal payments by obligations of
the bank. Under the conditicns of socialistic ownership of the means of productivn and
a noncrisis course of economic development, lick of confidence in the State Bank
cannot arise, and state enterprises cennot demand payment in cash rather than by bank
transfera. The aubstitution 1in ocur eccnomy of hank tranaactions for ecash money in
circulation (within the 1limits of the turnover betweer state and cooperative
organizations) is complete and stable.

However, this replacement means that obligations of the bark entered in the account
of the crelditel orgsnizations alsc serve as a means for extending new bank loana.
Technically, the extensicn of lcans by the bank does not depend on the amount of the
funds ot the ecoromy accuruiated by the bank.

Vhen making a loan, the tauk enters the total of the loan in the drawing account
of the cliant, thereby incressiug its (the bank's) liabilities and also 4mcreasing
the velumy of trunsfer capital in circulatioa in nommcnetary turnover by mesna of
srausfers betweoa iccounts.

Bowever, money iu circulation carnot be replaced completely by bank transactions
in our economy. A very lmportant sector of payment transactions betwz2en the socialized
segment of the economy and the population requires cash.
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Therefore, transfer capitel must partially, from 4ime to time, take a cash fosm,
€.g., Tor payment of wages from the credit accounts. After this cash is returned to
the benk by the population, vhich spends its wages for various goods through the
merchandising organizations and the return of money from circulation, cash again reveris
to the champels of nommometary turnover in the form of transfers in the transfer accounts
of merchandising organizations. That additiopal trersfer cepital which the State
Bank- creates as & vesult of expanding ite credit also enters the flow of cash tursover.
If, in the course of cash turnover of the State Bank, the amount of circulating money
is increased, we speak of an addivional issue 2f currency in circulation.

Thus, the volame ol credit which 1s extended the liberation of money reserves of
the economy, and the issue of currency by the bank all all intlimately interreisted.
this tie-up takes place only through a series cf mediating links.

But

We shall examine a concrete example of the way this connecticn is xeallzed in banking
practice. . :
Enterprise A, receiving s ican in the Sitate Bank, obtalins supplementary working N
capital; the corresponding sum of trausfer capital is placed in its account (in the form
of &n obiigation of the bsnk). When the enterprise pays for incoming raw materials out
af this loan, the money given toc 1t by the bank is transformed from a money losn into
goods. The enterprise haw introduced additionsl materiel goode into its operations
by use of its credit. Simmltansously, a corresponding suam ig placed in the sccount of
the supplier of the rav materials {enterprise B) ?rci <he additional transfey capital
which had been created by the bank. For the rupplier {R) this sddition does not represent
money resources, but is only an equivalest for the product scld. Ita disbursement is
specified by the price structure and the cost price of the product. Accordingly, this
additional transfer capital is distributed to a wiole group of peying anw current accounts:
part goes tc the suppliers of B, part goes into the budget as turnover and profit tuxes,
pact vill be employed for the payment 0I Wages 1n & CASn IOrm, WAiCh, &Iter Ve lng pala
out by workers and employees for goeds, again shove up in the chantels of nonmone. “ary
turnover, t.e., in the paying sccounts of merchandising organizations.

A groving turnover of payment among Socilalist enterprises and organizations demands,
&8 & mmle, g growth in the volume of money capital circuletirg in the domain of poncash

accounting.

This requircment for transfer capital is directly comnscted with the amount of
working capital of an erterprise liberated in a money form, with ihe total money accumulations
circulating in the financial system, etc. This requirezent is satisfied by the ‘cank ‘8
creating an additional transfer capital vhen it gives new credits to the ecomomy (1.e.,
above the previoue loans liguidated in this same perlod. If the bank incresses the
credit by precisely the same amount as the demand for transfe:r capitai, ¢hes the additional
transfer capitrl is abscrbed into the new cusi Turnover. As » result of = Wuolé LEUWOIR
of puyments, this capital is distributed amorg a group of eaterprises, budgetary orgarizations,
the account of the Stnte Budget, etc., inm wccordapcs with the quantities of money capitel

3ibersted in-the twnover of these organizations.

The bavk, however, is technically able, by issulng credit, to advance layger sums of
trausTer capital to noncash transactionse then ic necessary for ta™irng care of the cir-
culstion of goods and of the trausfer of funds within the gociolized secter of {the economy.
In tbis segmeni the irasnsfer capitel created by the bank is not reguired by enterprisss
and organizations for the formation of momey reserves or for romcash transactions, but will
‘pe used by them fur cssh payments, thus leading Yo an incresse of the amount of money in

cizculetiorn.
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An especislly importent role of the planned reguiation of credit by the credit
plan of the State Bank is that regulation must betforehand take account of the demand for
poncask transrers und also of the demend for cash in circulation; further, it muet
establish beforehand the amount of credit to Le issued within the limlts of the above
demands. The technically possible issue of credit beyond these limits would entail
putticg into circulation money whicL is not needed in the turnover.

The dependence of the issusnce of credit by the bank on the volume of its resources
i8 mot an automatic, mechanical limitation, but resylts from the necessity of teking account
of sconomic lawe of circulation and subordinating credit activities to these lavs.

It is mot diffdicult to see that the system of bank distribution of monetsry resdurces
is fundamentslly integrated with distribution conducted by the state budget, ss a result
of which the oanking system is en orgsnic part of the USSR financial systerm. t

However, distiribution through the credit mechanism has ite own specific pecullerities,
in consequence of which the Stete Bank 1s, fumctionally and orgsnizationally, an
ipdevenient part of the financlal system.

In au over-all picture, the stale, using credit and budgetary methods, distributes
financial resources within the economy sc as to secure a corresponding distribution of
materisl apd human rescurces snd simultaneously to realize control over the utilization

of funds.

The budget distributes mopey capiiel wiich has already appeared in the form cf
money eccummlations and money income‘of the People. The State Bank, however, issuing
credit to the ecomomy, creates transfer capital waich is necessary in the economy.

ha bz}yﬂrﬁqz marhandam. asnnlamanting the work of the budeet. guarantees the
possibility of a more complete attraction of the resourc:s of tke nationsl economy into the
channels of planned state distribution.

The volume of bank credit extended to the economy does nct cepend only ‘én that level
vhich appears expedient from the polants of viev of cost-accounting and finsncial control
of entarprise-owned ard loaned capitul making up the working capital of scouomic organizatlions.
The volume of credit 1e also limited by the size of the State Bank's resources. Thesze
resources, from which the bank issues loans, are for the most part egsentially different

from the remaining resources of the financial system.
State Bank resources are made up of the Zollowing:

1. The Stshe Srnk's own capital, made up of appropriations from the ztate, frem
profits eccumulated by the bank, and other special sources.

2. "Attracted" capitsl, i.e., capital of enterprises and organizations wbich is
temporarily at the disposal of the bepk. This capital comes from tue balances in tle
acceptance accounts cf econcmic organizationms, from the capital of kolkhozes and of
budgetary and commmnal organizations which 1s deposited 1a currert accoents, from cash
reserves of the budget, and from the capital of the economy in accounts formed by the
paesage of the great bndy of payuwents in the ecoacmy tarough the benk.

3. Momey issues, i.c., cash being put inte circulation. The State Benk is the cash
center of tue economy and therefore increases the amount of money in circulation, in
accordence vith transfer requirements.

The "attracted” resources, the State Bank's own capital, and mcney placed in clrculation
are for the most part allotted as credit to the economy and reflected in the bank's balance.

Ths pesources of the hbaak shovw up in the liabilities of the balance, while the capitsl
distributed in Tnans appears in the assets {cash and other valusbles are also included in

+ha hank ammeta)
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